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Title  45 — Pub.'ic  Welfare 

CHAPTER  I— OFFICE  OF  EDUCATION.  DE¬ 
PARTMENT  OF  HEALTH,  EDUCATION, 

AND  WELFARE 

PART  115— SCHOOL  ASSISTANCE  IN 
FEDERALLY  AFFECTED  AREAS 

Payments  Under  State  Equalization 
Programs 

AGENCY;  Office  of  Education.  HEW. 
ACTION ;  Final  regulation. 

SUMMARY:  This  final  regulation 

amends  existing  regulations  that  provide 
for  the  treatment  of  payments  under 
State  equalization  programs.  Comments 
had  been  received  on  the  previously  pub¬ 
lished  regulations  suggesting  a  standard 
based  on  the  type  of  State  school  finan¬ 
cing  program  which  allows  variations  in 
local  educational  resources  based  on 
local  choice  but  not  on  local  taxable 
wealth  advantages.  This  amendment 
provides  a  more  appropriate  measure  of 
the  relative  equity  for  that  type  of  pro¬ 
gram. 

EFFECTIVE  DATE:  Pursuant  to  sec¬ 
tion  431(d)  of  the  General  Education 
Provisions  Act,  as  amended  (20  U.S.C. 
1232(d)),  these  regulations  have  been 
transmitted  to  the  Congress  concur¬ 
rently  with  the  publication  of  this  docu¬ 
ment  in  the  Federal  Register.  These 
regulations  will  become  effective  on  the 
forty-fifth  day  following  the  date  of 
such  transmission,  subject  to  the  pro¬ 
visions  in  section  431(d)  concerning 
Ckingressional  action. 

ADDRESSES:  School  Finance  Staff,  Bu¬ 
reau  of  Elementary  and  Secondary  Edu¬ 
cation,  U.S.  Office  of  Education.  400 
Maryland  Avenue,  S.W..  Room  4034, 
FOB-6,  Washington,  D.C.  20202. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Thomas  L.  Johns  or  Dexter  A.  Magers, 

202-245-2920. 

SUPPLEMENTARY  INFOIUIATION ; 
The  other  part  of  the  regulation  relat¬ 
ing  to  the  treatment  of  Pub.  L.  81-874 
payments  under  State  Equalization  pro¬ 
grams,  as  provided  in  Section  5(d)(2) 
of  that  Act,  was  published  in  the  Fed¬ 
eral  Register  as  a  Notice  of  Proposed 
Rulemaking  on  May  1,  1975  (40  FR 
19114),  as  interim  regulations  on  Jime 
25,  1976  (41  FR  26320)  and  as  final  reg¬ 
ulations  on  March  22,  1977  (42  FR 
15544).  This  amendment  adds  §115.64 
which  was  reserved,  modifies  §  115.65, 
and  adds  explanatory  material  to  the 
appendix.  The  language  of  the  amend¬ 
ment  has  been  rewritten  in  part  to  clar¬ 
ify  the  meaning  and  application  of 
“wealth  neutrality.”  Discussion  of  the 
Issues  and  rationales  for  the  positions 
taken  in  those  regulations  were  set  forth 
previously  in  the  Federal  Register  on 
May  1,  1976  (40  FR  19114) ,  June  25, 1976 
(41  FR  26320  and  26330) ,  and  March  22, 
1977  (42  PR  15540  and  15544) ,  They  will 
not  be  rQ)eated  here.  Several  comments 
on  the  Notice  of  Proposed  Rulemaking 
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published  March  22,  1977  were  received. 
The  comments  and  responses  are  as 
follows: 

Comment:  One  commenter  expressed 
the  view  that  §  115.64(b)  (2)  (ili)  con¬ 
cerning  the  equalization  effects  of  man¬ 
datory  budget  limitations  is  an  effort  by 
the  Federal  government  to  set  budget, 
expenditures,  and  tax  effort  levels  in  or¬ 
der  for  districts  to  be  eligible  for  Pub.  L. 
81-874  funds. 

Response:  No  change  has  been  made 
in  the  regulations.  It  is  not  the  intent  to 
require  any  such  actions  under  §  115.64 
(b)  (2)  (iii).  The  intent  of  the  subpara¬ 
graph  is  not  to  count  as  wealth  neutral 
those  revenues  from  an  equalizing  pro¬ 
gram  realized  by  one  district  for  a  given 
tax  effort  but  denied  to  another  district 
because  State  restraints  will  not  allow 
that  second  district  to  exercise  an  equal 
tax  effort  and  thereby  realize  an  eqiud 
yield.  If  a  State  exercises  no  restraint, 
those  revenues  are  wealth  neutral. 

Comment:  A  commenter  suggested 
that  a  State  might  not  qualify  because 
of  extra  funds  (variations  in  yield)  xm- 
der  an  equalization  program  due  to 
density  variations,  number  of  attend¬ 
ance  centers,  and  long  established  edu- 
tional  practices. 

Response:  The  regulations  have  been 
clarified  to  specifically  indicate  that  all 
extra  funds  (variations  in  yield)  in  the 
equalization  program  attributable  to 
State  adjustments  for  density  or  num¬ 
bers  of  attendance  centers  are  wealth 
neutral.  State  practices  that  do  not  im¬ 
pinge  on  the  equal  effort-equal  yield 
principle  as  stated  in  the  preamble  to  the 
proposed  amendment  will  have  no  effect 
on  the  degree  of  w'ealth  neutrality. 

Comment:  A  commenter  recommend¬ 
ed  that  further  thought  be  given  to  the 
regulations,  and  that  the  effective  date 
be  postponed  imtil  July  1, 1978. 

Response:  No  change  has  been  made 
in  the  effective  date  of  the  regulations. 
The  amendment  has  been  published 
twice  in  proposed  form  for  comment.  The 
first  publication  was  June  25,  1976.  Fur¬ 
ther  postponement  would  frustrate  the 
purpose  of  the  “equalization”  amend¬ 
ments  to  Pub.  L.  81-874.  However,  the 
Office  of  Education  will  closely  monitor 
the  effectiveness  of  these  regxilations  as 
applied  to  various  State  aid  programs. 

Comments:  One  commenter  suggested 
that  Section  5(d)(2)  be  repealed. 

Response:  Notice  is  taken  of  this  view¬ 
point.  However,  it  is  not  within  the  rule- 
making  authority  of  the  Commissioner 
to  repeal  Sectiem  5(d)  (2) . 

Comment:  One  commenter  listed  sev¬ 
eral  factors  Tdiich  he  b^eved  were  elim¬ 
inated  from  consideration  in  formulat¬ 
ing  the  regulations.  Listed  were  (1)  sup¬ 
port  from  a  coimty  to  a  school  district, 

(2)  income  from  optional  local  levies, 

(3)  funding  which  is  optional  for  capital 
outlay  use,  (4)  capital  outlay  revenues, 
and  (5)  variations  between  assessments 
and  market  value. 

Response:  No  change  has  been  made 
in  the  regulations.  The  first  three  fac¬ 
tors  are  specifically  included  in  the 
wealth  neutrality  calculations.  All  local. 


intermediate,  and  State  maintenance 
and  operation  funds  are  considered.  This 
would  include  coimty  fimds  distributed 
to  school  districts,  as  well  as  local  op¬ 
tional  levies.  All  funds  which  may  be 
.spent  for  maintenance  and  operation 
would  also  be  included.  The  exclusion  of 
capital  outlay  funds  is  based  on  the  fact 
that  Pub.  L.  81-874  is  a  current  expendi¬ 
ture  program  and  as  a  consequence,  it 
would  be  inconsistent  to  incorporate 
measures  of  classes  of  school  expendi¬ 
tures  which  are  unrelated  to  the  pur¬ 
poses  of  the  program  in  question.  The 
valuation  of  wealth  bases  used  in  deter¬ 
mining  wealth  neutrality  is  the  same  as 
is  used  in  distributing  State  funds.  As 
long  as  the  valuations  among  districts 
are  comparable,  the  ratio  of  assessed  to 
market  value  will  not  affect  the  neutral¬ 
ity  percentage. 

Comment:  One  commenter  stated  the 
view  that  the  proposed  rule  should  not 
take  into  consideration  State-imposed 
restrictions  on  budget,  expenditure,  or 
tax  effort  increases  in  determining 
wealth  neutrality.  It  was  pointed  out  that 
States  have  good  reasons  for  such  con¬ 
trols,  that  such  controls  apply  fairly  to 
aU,  and  that  a  rich  district  receives  no 
advantage  from  such  restrictions.  Kansas 
was  cited  as  an  example  where  this  is 
true.  It  was  suggested  that  the  proposed 
rule  published  on  June  25,  1976  be  sub¬ 
stituted  for  the  present  proposed  rule 
with  the  qualification  percentage 
changed  to  85.  The  commenter  also  sug¬ 
gested  that  two  substantially  different 
rules  had  been  published  on  “wealth 
neutrality.” 

Response:  No  change  has  been  made 
in  the  regulation.  The  Commissioner 
does  not  accept  the  view  that  the  pro¬ 
posed  rule  first  published  June  25,  1976 
and  republished  March  22,  1977  are  two 
different  rules.  The  second  publication 
provides  operational  detail  implicit  in  the 
principle  stated  in  the  first  publication. 
The  commenter  is  objecting  to  the  inter¬ 
pretation  that  implicit  in  a  guarantee  of 
the  same  fiscal  return  for  the  same  fiscal 
effort  is  the  right  of  all  districts  to  make 
the  same  fiscal  effort.  To  the  degree  that 
fiscal  efforts  are  unequally  restrained, 
equal  fiscal  return  is  not  possible.  Since 
the  wealth  base  and  tax  rate  available  to 
schoid  districts  are  determined  by  the 
State,  smy  unequal  delegation  of  tax  rate 
authority  is  fully  equivalent  to  an  un¬ 
equal  distribution  of  the  local  wealth  base 
which  districts  may  tax.  Thus  any  rev¬ 
enues  realized  from  an  advantageous 
delegation  of  access  to  wealth  must  not 
be  considered  wealth  neutral.  It  is  agreed 
that  States  have  good  reasons  for  es¬ 
tablishing  such  restraints  at  the  time  of 
Implementing  a  new  program.  However, 
discounting  of  funds  paid  to  a  district 
under  Pub.  K  81-874  for  a  particular 
year  should  not  be  allowed  based  on  a 
funding  program  which  might  achieve 
the  required  degree  of  equity  several 
years  hence.  In  response  to  the  Kansas 
example,  data  furnished  by  the  Kansas 
State  Department  of  Education  show 
that,  during  the  first  three  years  of  the 
new  program,  the  differences  in  revenue 
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per  student  between  districts  has  wid¬ 
ened  each  year  for  all  size  categories  of 
districts. 

Comment:  A  commenter  suggested  de¬ 
letion  of  subsection  (c)  of  S  115.65  which 
establishes  criteria  for  evaluating  State 
aid  programs  under  the  “exceptional  cir¬ 
cumstances”  rule,  because  of  the  sub¬ 
jective  nature  of  those  criteria. 

Response:  No  change  has  been  made 
in  the  regulation.  The  purpose  of  S  115.65 
is  to  provide  relief  from  a  mathematical¬ 
ly  precise  standard  in  the  rare  event  that 
a  State  can  demonstrate  that  both  the 
expenditure  disparity  and  wealth  neu¬ 
trality  standards  apply  unfairly  because 
of  exceptional  circumstances.  It  was  not 
intend^  to  be  a  third  mathematically 
precise  standard.  If  a  State  program  is 
so  unique  that  it  could  not  be  judged 
fairly  by  objective  data  then  the  only 
alternative  is  to  judge  it  on  the  basis  of 
more  subjective  criteria.  It  is  expected 
that  this  section  will  rarely,  if  ever,  be 
used. 

Comment:  A  commenter  suggested  ex 
elusion  of  school  districts  which  serve  the 
upijer  and  lower  5  percent  in  number  of 
pupils  for  the  wealth  neutrality  of  local 
leeway  revenues  calculation. 

Response:  No  change  has  been  made 
in  the  regulation.  Such  exclusions  are 
appropriate  to  the  expenditure  disparity 
standard  because  it  is  a  measure  of  the 
range  of  a  set  of  data.  The  ranking  of 
school  districts  by  wealth  in  the  neutral¬ 
ity  test  is  only  an  intermediate  step  in  a 
measure  of  the  percent  of  a  whole.  The 
measures  are  of  a  fundamentally  dif¬ 
ferent  statistical  nature  and  the  ex¬ 
clusion  is  not  deemed  appropriate  in  the 
wealth  neutrality  meas\ire. 

Note. — ^The  Office  of  Education  has  deter¬ 
mined  that  this  document  does  not  contain 
a  major  proposal  requiring  preparation  of 
an  Inflation  Impact  Statement  under  Ex¬ 
ecutive  Order  11281  and  OMB  Circular  A-107. 

(Catalog  of  Federal  Domestic  Assistance  No. 
13.478 — School  Assistance  In  Federally 
Affected  Areas— Maintenance  and  Opera¬ 
tions.) 

Dated;  July  18,  1977. 

Ernest  L.  Boyer, 

U.S.  Commissioner  of  Education, 

Approved;  December  23,  1977. 

Joseph  A.  Califano,  Jr., 

Secretary  of  Health,  Education, 
and  Welfare. 

Subpart  G  of  Part  115,  Title  45  of  the 
Code  of  Federal  Regulations  is  amended 
by  adding  §  115.64  and  by  revising 
$  115.65,  and  the  Appendix  to  read  as 
follows; 

§115.64  Wealth  neutrality  lest. 

(a)  General  rule.  (1)  The  Commis¬ 
sioner  will  consider  a  State  aid  program 
to  have  met  the  requirement  of  §  115.62 
(d)  if  no  less  than  85  percent  of  the 
total  State,  intermediate,  and  local  reve¬ 
nues  for  ciurent  expenditures  for  all 
local  educational  agencies  in  the  State 
are  wealth  neutral  revenues  for  the  Fis¬ 
cal  Year  for  which  a  determination  is 
made  under  this  subpart. 


(2)  Paragraphs  (b)  and  (c)  of  this 
section  set  forth  rules  for  determining 
which  State,  intermediate,  and  local 
revenues  are  "wealth  neutral  revenues.” 

(3)  With  respect  to  calculations  under 
paragraph  (c),  extra  yields  due  to  spe¬ 
cial  cost  differentials  established  under 
State  law  are  considered  wealth  neutral. 
There  are  two  allowable  categories  of 
special  cost  differentials: 

(i)  Those  associated  with  pupils  hav¬ 
ing  special  educational  needs,  such  as 
handicapped  children,  economically  dis¬ 
advantaged  children,  and  gifted  and 
talented  children;  and 

(ii)  Those  associated  with  sparsity  or 
density  of  population,  cost  of  living,  or 
special  socioeconomic  characteristics 
within  the  area  served  by  an  agency. 

(b)  General  definition.  “Wealth  neu¬ 
tral  revenues”  are  those  revenues  re¬ 
ceived  by  a  local  educational  agency 
which  are  not  derived  from  any  wealth 
advantage  that  a  local  education  agency 
may  have  over  any  other  agency  in  a 
State. 

(c)  Rules  of  application.  (1)  All  State 
and  local  revenues  considered  imder  a 
State  school  finance  equalization  pro¬ 
gram  are  wealth  neutr^  to  the  extent 
that  each  local  educational  agency  re¬ 
ceives  the  same  amount  of  dollars  per 
pupil  under  that  program  for  the  same 
tax  effort  and  is  allowed  by  the  State  to 
spend  as  much  per  pupil  as  any  other 
local  educational  agency  in  the  State 
under  the  program.  Revenues  in  excess 
of  those  determined  to  be  equally  avail¬ 
able  to  all  local  educational  agencies 
under  the  program  are  not  wealth 
neutral  except  those  for  special  cost  dif¬ 
ferentials  specified  in  paragraph  (a)  (3) 
above. 

Example  No.  1.  An  equalization  program 
requires  all  local  educational  agencies  to 
contribute  the  yield  of  a  10  mill  property 
tax  to  the  equalization  program.  The  State 
contributes  to  each  local  educational  agency 
an  amount  that  when  combined  with  the 
local  contribution  provides  an  amount  of 
$1,000  per  pupil.  If  no  local  educational 
agency  receives  more  or  less  than  $1,000  per 
pupil  under  the  program,  then  that  amount 
per  pupil  in  all  local  educational  agencies  is 
wealth  neutral.  If  some  local  educational 
agencies  earn  more  than  $1,000  per  pupil  from 
the  10  mill  tax  and  are  allowed  to  spend  those 
excess  revenues,  then  those  excess  revenues 
are  not  wealth  neutral. 

Example  No.  2.  If,  under  the  program  de¬ 
scribed  In  Example  No.  1,  the  State  restricts 
budget,  expenditures,  or  tax  effort  Increases 
so  that  some  local  educational  agencies  re¬ 
ceive  less  than  $1,000  under  the  program, 
amounts  above  the  least  amount  received  by 
any  local  educational  agency  are  not  wealth 
neutral. 

Example  No.  3.  If,  under  the  program  de¬ 
scribed  In  Example  No.  1,  the  State  estab¬ 
lishes  for  some  local  educational  agencies 
a  guarantee  level  which  Is  less  or  more  than 
$1,000  because  of  prior  expenditure  levels  and 
still  requires  all  local  educational  agencies 
to  contribute  the  yield  of  a  10  mill  property 
tax  to  the  program,  only  the  amounts  up  to 
the  least  amount  received  by  any  local  edu¬ 
cational  agency  Is  wealth  neutral. 

Example  No.  4.  An  equalization  program 
guarantees  to  each  local  educational  agency 
the  difference  between  $100  per  pupil  per 
mill  levied  and  the  actual  local  yield  per  mill 


levied.  If  no  local  educational  agency  receives 
more  or  less  than  $100  per  pupil  per  mill  lev¬ 
ied,  then  that  amoimt  per  pupil  In  all  local 
educational  agencies  Is  wealth  neutral.  If 
the  yield  per  pupil  per  mill  levied  Is  greater 
than  $100  for  some  local  educational  agen¬ 
cies  and  those  agencies  are  allowed  to  sp)end 
those  excess  revenues,  then  those  excess  rev¬ 
enues  are  not  wealth  neutral. 

Example  No.  5.  If,  under  the  program  de¬ 
scribed  In  Example  No.  4,  the  State  restricts 
budget,  expenditure,  or  tax  effort  Increases 
so  that  some  local  educational  agencies  are 
resitrlcted  from  levying  the  same  number 
of  mills  as  other  local  educational  agencies, 
then  amounts  above  the  least  amount  which 
could  be  received  by  any  local  educational 
agency  under  the  program  are  not  wealth 
neutral. 

Example  No.  6.  If,  under  the  program  de¬ 
scribed  In  Example  No.  4,  the  State  estab¬ 
lishes  for  some  local  educational  agencies 
a  guarantee  level  which  Is  less  or  more  than 
$100  per  pupil  per  mill  levied  because  of  prior 
expenditure  levels,  only  the  amovmts  up  to 
the  least  amount  received  by  any  local  edu¬ 
cational  agency  is  wealth  neutral. 

(2)  All  State  revenues  received  by  a 
local  educational  agency  under  any 
other  program  of  State  aid  are  wealth 
neutral  to  the  extent  that  each  local 
educational  agency  receives  the  same 
dollar  amount  per  pupil  from  such  pro¬ 
grams.  Revenues  in  excess  of  those  de¬ 
termined  to  be  equally  available  to  all 
local  educational  agencies  under  such 
program  are  not  wealth  neutral  except 
those  revenues  for  special  cost  differen¬ 
tials  spiecified  in  piaragraph  (a)  (3)  above. 

Example  No.  1.  A  State  distributes  a  pay¬ 
ment  of  $100  per  pupil  for  instructional 
materials  to  all  local  educational  agencies. 
These  amounts  are  wealth  neutral. 

Example  No.  2.  A  State  distributes  variable 
per  pupil  payments  to  some  or  all  local  edu¬ 
cational  agencies  for  such  purposes  as  trans¬ 
portation.  special  education,  compensatory 
education,  vocational  education,  geographic 
Isolation,  or  for  lu-bon  factors.  These 
amounts  are  wealth  neutral  (see  paragraph 
(a)(3)  above). 

Example  No.  3.  A  State  rebates  to  local 
educational  agencies  a  portion  of  sales  or  In¬ 
come  taxes  collected  In  those  local  educa¬ 
tional  agencies.  Amounts  up  to  the  least 
amoimt  per  pupil  received  In  any  local  edu¬ 
cational  agency  are  wealth  neutral. 

Example  No.  4.  A  State  distributes  a  pay¬ 
ment  of  $125  per  pupil  to  those  districts 
which  receive  no  State  aid  under  the  equali¬ 
zation  program  because  of  high  wealth. 
These  amounts  are  not  wealth  neutral  be¬ 
cause  they  are  earned  on  the  basis  of  wealth 
advantage. 

(3)  All  local  educational  agency  tax 
revenues  not  considered  imder  the  equal¬ 
ization  program  are  wealth  neutral  to 
the  extent  that  each  local  educational 
agency  receives  the  same  amount  of  dol¬ 
lars  per  pupil  for  the  same  tax  effort  and 
is  allowed  by  the  State  to  spend  as  much 
per  pupil  as  any  other  local  educational 
agency  in  the  State. 

Example  No.  1.  A  State  allows  local  educa¬ 
tional  agencies  to  levy  taxes  on  property  (or 
other  bases)  independent  of  the  equalization 
program.  Amounts  up  to  the  least  amoimt  re¬ 
ceived  per  pupil  per  unit  of  tax  effort  are 
wealth  neutral. 

Example  No.  2.  Because  of  budget,  expend¬ 
iture,  or  tax  effort  Increase  limitations,  some 
local  educational  agencies  are  restricted  from 
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levying  the  same  number  of  mills  as  other 
local  educational  agencies.  Amounts  above 
the  least  amotmt  which  could  be  received  by 
any  local  educational  agency  are  not  wealth 
neutral. 

(4)  All  local  educational  agency  non¬ 
tax  revenues  which  are  not  considered 
under  the  equalization  program  are 
wealth  neutral  to  the  extent  that  each 
local  educational  agency  receives  and  is 
allowed  to  spend  the  same  amount  of 
dollars  per  pupil  of  such  revenues. 

Example  No.  1.  A  State  allows  local  educa¬ 
tional  agencies  to  earn  and  spend  certain 
non-tax  revenues  such  as  Interest  earnings 
on  deposits.  Amounts  up  to  the  least  amoimt 
per  pupil  received  of  such  revenues  by  any 
local  educational  agency  are  wealth  neutral. 

Example  No.  2.  Because  of  budget  or  ex¬ 
penditure  Increase  limitations,  some  local 
educational  agencies  are  restricted  from 
spending  the  same  amount  of  doUars  per 
pupil  as  other  local  educational  agencies. 
Amounts  up  to  the  least  amoimt  per  pupil 
which  could  be  spent  by  any  local  educa¬ 
tional  agency  are  wealth  neutral. 

(d)  The  percent  of  wealth  neutral 
revenues  in  a  State  program  will  be  de¬ 
termined  by: 

(1)  Calculating  the  total  wealth  neu¬ 
tral  revenues  for  all  local  educational 
agencies  in  the  State; 

(2)  Dividing  the  total  of  wealth  neu¬ 
tral  revenues  by  the  total  of  all  State.  In¬ 
termediate,  and  local  revenues;  and 

(3)  Multiplying  by  100. 

(e)  In  cases  where  per  pupil  amoimts 
are  necessary  for  calculations,  those 
amounts  will  be  calculated  using  what¬ 
ever  standard  measurement  of  pupil 
count  or  other  unit  of  need  used  in  the 
State  aid  calculaticms. 

(f)  Further  examples  illustrating  the 
use  of  the  criteria  for  determining  wealth 
neutral  revenues  are  contained  in  the 
appendix. 

(20  n.s.c.  240(d)(2));  S.  Rep.  No.  763,  93d 
Cong..  2d  Sess.  (1974) ;  EJEl.  Rep.  No.  806,  93d 
Cong.,  2d  Sess.  (1974);  Congressional  Re¬ 
search  Service,  Public  Law  874  and  State 
Equalization  Plana  (H.R.  Comm.  Print 
(1974)). 

§  llii.OS  Consideration  for  exrrplioiial 
rireunistanccs, 

(a)  General  requirements.  A  State 
program  which  does  not  conform  to  the 
standards  of  either  §  115.63  or  S  115.64 
of  this  sul^art  may,  nevertheless,  qual¬ 
ify  under  this  section  if  the  Commis¬ 
sioner  determines  on  the  basis  of  infor¬ 
mation  submitted  by  the  State,  that; 

(1)  A  decision  not  to  apidy  the  exact 
disparity  standard  specified  in  S  115.63 
to  the  program  sulnnitted  by  the  State 
would  be  justifiable  because  of  excep¬ 
tional  circumstances  within  the  State 
related  to  disparities  in  current  expendi¬ 
tures  or  revenue  per  pupil  for  education; 

(2)  A  decision  not  to  apply  the  wealth 
neutrality  standard  in  §  115.64  would  be 
justifiable  because  of  exceptional  cir¬ 
cumstances  related  to  the  coverage  of 
educaticmal  expenditures  by  the  State 
equalization  program; 

(3)  Current  expenditures  or  revenues 
for  education  in  that  State  wiU  be  more 


equalized  if  payments  under  the  Act  are 
taken  into  consideration  under  this  sub¬ 
part  than  if  they  are  not;  and 

(4)  The  program  meete  the  require¬ 
ments  of  paragraph  (c)  of  this  section. 

(b)  Determination  of  "more  equal¬ 
ized.”  For  purposes  of  paragrardi  (a)  (3) 
of  this  section,  current  expenditures  or 
revenues  for  education  within  a  State 
are  considered  “more  equalized”  if  the 
distribution  aroimd  the  mean  per  pupil 
expenditure  for  all  local  educational 
agencies  within  the  State  is  less  when 
payments  under  the  Act  are  taken  into 
consideration  than  when  they  are  not,  as 
calculated  according  to  accepted  statisti¬ 
cal  methods  appropriate  to  the  cir¬ 
cumstances. 

(c)  Specific  program  requirements.  A 
program  of  State  aid  considered  imder 
this  section  is  not  considered  a  program 
designed  to  equalize  expenditmes  among 
local  educaticmal  agencies  in  the  State 
unless  the  Commissioner  finds  that,  in 
addition  to  meeting  the  requirements  of 
the  preceding  paragraphs — 

(1)  The  amount  of  the  revenue  avail¬ 
able  to  local  educational  agencies  in  the 
State  is  not  predominantly  a  functicm 
of  the  wealth  of  individual  local  educa¬ 
tional  agencies; 

(2)  The  program  is  designed  to  ensure 
the  provision  of  financially  adequate 
educational  programs  and  supportive 
services  for  every  pupil  in  the  State  who 
is  enrolled  in  public  schools; 

(3)  In  the  determination  of  the  rela¬ 
tive  financial  need  of  local  educational 
agencies,  that  program  (1)  makes  pro¬ 
vision  for  identifying  those  pupils  with 
special  educational  needs  (such  as 
handicapped  children,  economically  dis¬ 
advantaged  children,  children  with 
limited  English-speaking  ability),  (ii) 
takes  into  consideration  the  additional 
costs  of  providing  free  public  educa¬ 
tion  for  such  children  or  categories  of 
children;  and  (iil)  takes  into  considera¬ 
tion  the  costs  of  providing  education 
which  might  be  associated  with  such 
factors  as  sparsity  or  density  of  popu¬ 
lation,  cost  of  living,  and  socio-eco¬ 
nomic  characteristics  of  the  local  edu¬ 
cational  agencies;  except  that  nothing 
in  this  clause  shall  be  construed  to  re¬ 
quire  any  particular  system  of  weighting 
of  pupils. 

(4)  The  program  involves  a  substan¬ 
tial  percentage  of  school  revenues; 

(5)  The  program  is  designed  to  pro¬ 
vide  systems  and  procedures  for  evalu¬ 
ating  the  degree  to  which  the  program 
is  achieving  its  stated  objectives. 

(20  U.S.C.  240(d)(2);  S.  Rep.  No.  783,  93d 
Cong.,  2d  Sess.  56  (1974) :  HJl.  Rep.  805,  93d 
Cong.,  2d  Sess.  43-44  (1974);  103  Cong.  Rec. 
S  8604^8607  (dally  ed..  May  20,  1974);  Id.. 
H  7401  (daily  ed.,  July  31,  1974);  Congres¬ 
sional  Research  Service,  Public  Law  874  and 
State  Equalization  Plana  30-34  (H.R.  CKunm. 
on  Education  and  Labor  Print  (March  1974) ) 

Appendix 

•  •  •  •  • 

2.  Examples  of  loealth  neutrality  cal¬ 
culations  under  §  115.64. 


Example  1.  State  A  has  an  eqiiallzation 
program  imder  which  each  LEA  is  guaran¬ 
teed  $900  per  pupil  less  the  LEA  contribu¬ 
tion  derived  from  a  uniform  required  tax  of 
20  mills. 

A  minimum  of  $100  per  pupil  Is  paid  even 
if  the  required  tax  produces  more  than  $900. 
Each  LEA  is  permitted  to  levy  additional 
local  taxes.  Additional  categorical  State  aid 
is  made  available  for  special  cost  programs. 
The  State  has  no  limitations  on  budget,  ex¬ 
penditure  or  local  tax  effort  increases.  The 
State  is  composed  of  three  LEAs  with  data 
as  shown. 


LEA 
No.  1 

LEA 
No.  2 

LEA 
No.  3 

Taxable  wealth  i)er  pupil . 

$30,000 

$60,000 

$20,000 

Enrollment . 

2,000 

1,000 

1,000 

Yield  per  pupil  from  re¬ 
quired  local  tax . 

$600 

$1200 

$400 

Ekinalized  State  aid  per 
pupil . . . . 

300 

100 

600 

Additional  local  tax  per 

pupil . . 

Additional  State  aid  per 

100 

300 

70 

pupil . . 

160 

VJO 

1.55 

Total  State,  inter¬ 
mediate,  and  lo¬ 
cal  revenues  per 
pupil _ _ 

1,160 

1.750 

1,125 

LEA  No.  1 

The  $600  per  pupil  derived  from  the  re¬ 
quired  local  tax  rate  and  the  $300  per  pupil 
in  State  equalization  aid  are  neutral  since 
$900  per  pupil  was  the  least  amount  realized 
by  any  LEA  for  the  same  required  tax  «ffort. 
One  third  of  the  $100  per  pupil  from  the 
additional  local  tax  is  not  neutral  since  the 
least  wealthy  LEA.  #3,  could  only  realize 
two-third  of  the  revenue  that  LEA  #1  could 
at  the  same  tax  rate.  The  $160  per  pupil  of 
State  categorical  aid  is  neutral.  Thus,  $1127 
per  pupil  ($600  +  $300+H  of  $100  +  $160)  is 
wealth  neutral  and  $33  per  pupil  is  not 
neutral. 

LEA  No.  2 

Of  the  $1,200  per  pupil  derived  from  local 
required  effort  $9(X)  is  neutral  since  that  was 
the  least  amount  realized  by  any  LEA  for  the 
required  local  tax  rate.  The  $300  per  pupil 
above  the  guarantee  and  the  $100  per  pupil 
minimum  State  equalization  aid  are  not 
neutral  since  they  exceed  the  least  amount 
realized  by  another  agency.  Two  thirds  of  the 
$300  per  pupil  realized  on  the  additional  local 
tax,  $200,  is  not  neutral  since  the  least 
wealthy,  LEA  #3,  could  only  realize  one-third 
of  the  revenue  that  LEA  #2  could  at  the  same 
rate.  The  $150  per  pupil  of  State  cate¬ 
gorical  aid  is  neutral.  Thus,  $1150  per  pupil 
($900-1-1/3  of  $300 -|- $150)  is  wealth  neutral 
and  $600  per  pupil  is  not  neutral. 

LEA  No.  3 

The  $400  per  pupil  derived  from  the  re¬ 
quired  local  tax  rate  and  the  $500  per  pupil 
in  State  equalization  aid  are  neutral  since 
$900  is  the  least  amount  realized  under  the 
equalization  program.  All  of  the  $70  per 
pupil  realized  from  the  additional  local  tax 
is  neutral  since  LEA  #3  is  the  least  wealthy 
In  the  State.  The  $155  per  pupil  of  State  cate¬ 
gorical  aid  is  neutral.  Thus,  all  of  the  $1125 
per  pupil  Is  neuta^L 

The  calculation  ot  the  percentage  o< 
wealth  neutral  funds  for  State  A  is  as 
fonows: 
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Total  revenues 

Neutral 

Not  neutral 

LEA  No.  1 . 

$1, 127  per  pupil 

X2, 000  pupils 

$33  per  pupil 
X2,000  pupils 

$2,254,000 

$66,000 

LEA  No.  2 . 

$1, 150  per  pupil 

XI,  000  pupils 

$600  per  pupil 

XI, 000  pupils 

$1,150,000 

$600,000 

LEA  No.  3 . 

$1, 125  per  pupil 

XI,  000  pupils 

None. 

$1, 125,000 

Total  urulral  revenues . 

Total  State,  Intormediato,  and  local  revenues.. 

$4, 529,000 

- =87.2  pet  neutral 

$5, 195, 000 

Thus,  State  A  qualiflos  under  5  115.64(a). 

Example  2.  State  B  In  the  prior  year  had 
an  equalization  program  which  required  a 
5  mill  effort  and  allowed  6  mills  additional 
leeway.  For  the  required  6  mill  effort  each 
LEA  was  guaranteed  $600  per  pupil.  LEA  #,  on 
a  wealth  base  of  $60,000  per  pupil,  levied 
the  full  10  mills  producing  $300  per  pupil 
reeclved  $300  per  pupil  of  State  basic  aid, 
and  with  the  $300  per  pupil  leeway  yield,  had 
revenues  of  $900  pee  pupil.  LEA  #2,  on  a 
wealth  base  of  $160,000  per  pupil,  also  levied 
the  full  10  mills  producing  $800  per  pupil 
from  the  required  6  mills  which  exceed  the 
guarantee  and  thus  received  no  State  basic 
aid.  The  5  mill  leeway  yielded  an  additional 
$800  per  pupil  for  a  total  of  $1,600  per  pupil. 

The  State  has  Instituted  a  new  program 
raising  the  guarantee  to  $900  per  pupil  with 
a  10%  budget  Increase  limitation.  LEA  #1, 
(with  2,000  pupils),  now  realizes  $300  per 
pupil  from  Its  required  effort,  receives  $600 
of  State  basic  aid,  received  $300  per  pupil 
1.5  mills  of  local  leeway  for  a  yield  of  $90  per 
child  because  of  Its  budget  restraint  of  $990 
per  Ihild.  ($900  per  Ihlld  plus  10%),  LEA  #2 
(with  1000  pupils),  realizes  $800  per  pupil 
from  Its  required  effort,  receives  $100  per 
pupil  In  State  equalization  aid,  levies  6  mills 
leeway  for  another  $800  per  pupil  for  a  total 
of  $1,700  per  pupil  which  Is  still  within  its 
budget  Increase  limitation  of  $1,760  per  pu¬ 
pil. 

Assuming  that  no  other  LEA  is  restrained 
below  the  $900  per  pupil  guarantee  and  that 
LEA  #1  is  the  most  restrained  at  $90  per 
pupil  leeway  then  all  of  the  revenues  of 
LEA#2  above  that  level  are  not  neutral. 

The  percentage  of  neutrality  for  the  State 
Is  calculated  in  the  same  way  as  In  Example 
1.  Assuming  there  are  no  other  LEAs,  the  per¬ 
centage  of  wealth  neutral  revenues  la  80.7, 
and  State  B  does  not  qualify  under 


Example  3.  State  C  has  an  equalization 
program  under  which  each  LEA  Is  guaran¬ 
teed  $900  per  weighted  pupil  or  110  percent 
of  the  prior  year’s  per  weighted  pupil  reve¬ 
nue  under  the  program,  whichever  is  less, 
minus  the  LEA  contribution  derived  from 
a  required  tax  which  Is  uniform  for  all  LEA’S 
guaranteed  $900  per  pupil  and  proportion¬ 
ately  less  for  those  LEA’S  guaranteed  lesser 
amounts  per  pupil.  No  additional  local  lee¬ 
way  taxes  are  allowed.  LEA  #1  received  $850 
per  pupil  under  the  program  In  the  prior 
year  while  LEA  #2  received  $800  per  pupil 
under  the  program  In  the  prior  year.  LEA 
#1  is  limited  to  the  $900  guarantee  since  110 
percent  at  Its  prior  year’s  expenditure  ex¬ 
ceeds  the  $900  guarantee.  LEA  #2  qualifies 
for  an  $880  guarantee  since  110  percent  of 
$800  equals  $880.  LEA  #2’8  required  tax 
effort  is  also  proportionately  less. 

Assume  that  neither  LEA  realizes  reve¬ 
nues  in  excess  of  the  guarantee.  For  LEA  #l 
(with  10,000  pupils),  $880  of  the  $900  per 
pupil  revenue  Is  wealth  neutral  and  for 
LEA  #2  (with  2,000  pupils),  all  $880  In  per 
pupil  revenue  Is  wealth  neutral.  (Sea 
§  115.64(b)  (2)  (111)). 

The  percentage  of  neutrality  for  the  State 
would  be  calculated  a  sin  Example  1.  The 
percentage  of  wealth  neutral  revenues  Is  98.2 
and  the  State  qualifies  under  §  l,5.64(a). 

Example  4.  State  D  has  an  equalization 
program  which  permits  different  local  tax 
efforts  from  1  mill  to  10  mills  and  which 
guarantees  $100  per  pupil  for  each  mill  levied. 
LEA  #1  taxes  at  5  mills  and  realizes  $300 
per  pupil.  Since  the  guarantee  level  for  6 
mills  is  $500  per  pupU,  State  D  gives  LEA 
#1  $200  In  equalization  aid.  LEA  #2  also 
taxes  at  6  mills,  but  realizes  $800  per  pupil. 
Since  the  guarantee  for  5  mills  is  only  $500 


per  pupil,  LEA  #2  receives  no  equalization 
aid.  LEA  #3  taxes  at  8  mills  and  realizes 
$400  per  pupil.  Since  the  guarantee  at  8 
mills  is  $800  per  pupU,  LEA  #3  receives 
$400  In  equalization  aid.  LEA  #4  taxes  at 
8  mills,  and  realizes  $1,000  per  pupil.  Since 
the  guarantee  for  8  mills  Is  only  $800  per 
pupil,  LEA  #4  receives  no  equalization  aid. 
All  of  the  funds  LEA  #1  realized  under  the 
equalization  program  are  neutral  since  there 
Is  no  excess  over  the  guaranteed  amount  for  5 
mills.  $300  per  pupil  of  the  funds  realized 
by  LEA  #2  are  not  neutral,  because  that  is 
the  amount  In  excess  of  the  amount  guaran¬ 
teed  for  a  5  mill  tax  effort  under  the  equal¬ 
ization  program,  and  Is  attributable  to  the 
greater  wealth  of  LEA  #2. 

All  of  the  funds  realized  by  LEIA  #3  under 
the  equalization  program  are  neutral  since 
there  is  no  excess  over  the  guaranteed 
amount  for  an  8  mill  tax  effort.  $200  per 
pupil  realized  by  LEA  #4  is  not  neutral, 
because  that  is  the  amount  in  excess  of  the 
guaranteed  amount  for  an  8  mill  tax  effort 
under  the  equalization  program  and  is  at¬ 
tributable  to  the  greater  wealth  of  LEA  #4. 

Example  5.  State  E  has  a  foundation- 
type  equalization  program  under  which 
each  LEA  receives  funds  for  a  teacher  sal¬ 
ary,  based  on  a  salary  schedule,  for  each  25 
pupils  in  average  daily  attendance  with  ad¬ 
ditional  teacher  units  allocated  for  small  or 
sparsely  populated  districts,  and  special  ed¬ 
ucation  programs  such  as  handicapped  and 
vocational  classes.  Each  district  also  receives 
under  the  program  a  set  amount  of  dollars 
per  teacher  unit  for  expenses  other  than  sal¬ 
aries.  Each  LEA  must  make  a  tax  effort  of 
10  mills  to  qualify  for  the  foundation  equal¬ 
ization  aid.  The  yield  from  the  10  mills  tax 
is  deducted  from  the  amount  of  the  equal¬ 
ization  guarantee.  Tliere  are  no  State  re¬ 
strictions  on  budget,  expenditure  or  tax  ef¬ 
fort  increases  over  prior  years.  No  LEA  in 
the  State  realizes  more  than  the  guaranteed 
amount  for  the  10  mill  effort.  All  of 
the  funds  realized  by  all  LEAs  under  the 
foundation  equalization  program  are  neu¬ 
tral.  Any  excess  In  the  amount  of  revenues 
realized  by  any  agency  over  that  realized  by 
any  other  are  attributable  to  differences  In 
the  designated  needs.  (See  §  115.61(b)  (3) 
the  designated  needs. 

3.  Determination  under  §  115.66  as  to 
maximum  proportion  of  Pub.  L.  61-674  pay¬ 
ments  that  may  be  taken  Into  consideration 
by  a  State  under  an  equalization  propro»?i. 
•  •  •  •  * 
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